International 
Marketing Information 
Series 


4:4 bh» 
ee 


Foreign Economic Trends 
and Their Implications 
for the United States 


July 1981 


YEMEN ARAB REPUBLIC 


FET 81-080 
FREQUENCY : ANNUAL 
SUPERSEDES: 80-038 


PREPARED BY 
AMERICAN EMBASSY SANA 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual sub- 
scription, $50 Foreign mailing, $12.50 additional. Single copies, 50 cents, available from Publications Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington D.C. 20230. 





Key Economic Indicators: 


Income, Production, Employment 


GNP at 75/76 prices 
GNP per capita (in dollars at 75/76 
prices and based on estimate of 
5.5 million pop.) 
Indices: Percent of Labor Force 
engage in: 
Agriculture: 
Industry: 
Services: 
Emigrant Labor:* 
Average Unemployment Rate (Statistical 
only: no real unemployment exists) 


Money and Prices 


Money Supply 
Interest Rates (Private Deposits) 


Balance of Payments and Trade 


Free Gold and Foreign Exchange Reserves 
External Public Debt (Disbursed and 
Undisbursed) 
Worker Remittances (Gross Receipts) 
(Net Receipts) 

Balance of Payments 

Balance of Trade 

Exports (largely biscuits, coffee, 
hides and skins) 

Imports (Exclusive of smuggling which 
could add 30-35%) 

U.S. Share of Exports 

U.S. Share of Imports 

Main U.S. Exports: Machinery & Trans- 
portation Equipment, foodstuffs 


The Yemen Arab Republic 


FY 79 FY 80 FY 81 


(Estimate) 


1640.5 1685 
10-13% 11-142 


ok 123500 


1 57724 
ad. 1359.6 
897.9 883.7 
169.8 -2.1 
4 


-1691.5 


2.9 20.8 
1405.3 1712.3 


3% 9% 
6.6% 3% 


*An estimated 1,000,000 Yemenis work outside Yemen. 


All values are in US$ million and represent period averages unless other- 
wise indicated for Yemeni Fiscal Years (July through June). 


Exchange Rate: US$1 = YR 4.5 


Sources: Data and projections provided by or are drawn from statistics of 
the Ministry of Finance, Ministry of Economy, Central Bank of 
Yemen, and the U.S. Department of Commerce. 





SUMMARY 


The economy of the Yemen Arab Republic cooled off in 1980 as remittances 
fell and business activities decreased. Remittances sent back by the 
approximately one million Yemenis working abroad still totaled $1.3 
billion and, together with foreign aid, acted to stimulate economic 
growth and development. At the same time, the country continued to have 
a severe imbalance of trade and a worsening balance of payments. Yemen's 
foreign exchange reserves also declined but remain substantial. 


The Yemen Arab Republic (YAR), the most populous country on the Arabian 
Peninsula, is one of the world's thirty least-developed countries. It 
has no known oil deposits and, although efforts are under way to develop 
the commercial and industrial sectors, the domestic economy is still 
largely based on agriculture. The Government actively promotes the 
country's growth and generally approaches development pragmatically. 
Yemen receives aid from a wide variety of donors in order to achieve 
goals set out in its Five Year Plan and encourages private companies 
take an active role in the country's development. 


The second Five Year Plan is scheduled to go into effect on January l, 
1982. Sources indicate that this Plan will include those projects not 
completed under the first Plan and will focus on health care, education, 
and infrastructure, including road construction; and electrification. 
There will also be efforts to foster further industrial growth. 


As the Yemeni economy has expanded, certain constraints have become 
more pronounced and have hindered further growth and development. Among 
these constraints are; a severe shortage of all types of labor, govern- 
ment cash flow difficulties, and the limited capacity of the public 
administration. Political uncertainties, including domestic political 
instability and the YAR's relations with its neighbors, especially 

South Yemen and Saudi Arabia, continue to be important. These political 
factors have at times caused local businessmen to lose confidence, re- 
sulting in a slowdown of business activities and an outflow of capital. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Although the economic boom in Yemen ended in 1980, development plans and 
projects are expected to proceed, so continued, but slower, growth is 
expected. Foreign aid and workers' remittance earnings, the two major 
stimulants of the YAR economy, continue flowing into the country. Remit- 
tances, however, fell during 1980. Imports further increased during the 
year even though traffic at the ports declined. Exports increased 
marginally but had little effect on Yemen's large trade deficit. The 
balance of payments worsened and foreign exchange reserves declined to 
$1.2 billion. 


Remittance earnings declined for the first time in 1980, perhaps the 
major factor in the economic decline. Reasons for this decline include 
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the restrictions placed on emigration by the 1979 compulsory military 
service law and domestic political uncertainties which have led ex- 
patriate workers to send their money elsewhere instead of to Yemen. 
Since 1975, remittances have been responsible for much of the country's 
growth, especially in the private sector. These funds remain in private 
hands and enter the economy through private expenditures, investment,and, 
increasingly, bank accounts, Coupled with an inflation rate of 20 

to 30 percent. a long-term decline in remittance earnings would signi- 
ficantly diminish discretionary income and hinder economic growth. The 
Government has begun to realize this and recently has taken steps to 
relax the prohibitive effect of the draft law on emigration. 


Foreign aid continued pouring into the country from a variety of sources. 
The United States contributed $12.7 million in grants during 1980. Much 
more was provided by the Saudis, Kuwaitis, and other Arab states and 
development funds. Western European and Eastern Bloc states also con- 
tributed assistance, and United Nations agencies continued to be 

active in all sectors. Most aid was in the form of grants and technical 
assistance; a lesser percentage was in the form of concessional loans. 
Foreign aid is primarily used for infrastructure, agriculture, and human 
resource development. Foreign budget support payments help cover the 
Government's budget deficits. 


Although port activity declined, imports into Yemen increased during 

1980. This is the result of increased smuggling activity, depriving the 
Government of much needed customs revenue its major source of income. 
Exports also increased, probably due to the relaxation of tensions with 
South Yemen and the reopening of trade between the two countries. The 
volume of exports remains extremely small, and Yemen's large trade deficits 
will continue. Yemenis see imports as vital to development until the 
country builds its own industrial and agricultural base in the future. 
Trade imbalances and the resulting inflation are, therefore, necessary 
evils along the path to development. 


The falling remittance earnings and the higher trade deficit combined to 
cause an almost zero balance of payments in 1980. This year will probably 
see a payments deficit. Yemen's foreign exchange reserves fell in 
December 1980 to $1.2 billion after holding at about $1.3 billion for 
most of the year. This decline is attributed to a net outflow of capital 
due to internal security problems and higher interest rates abroad. The 
interest ceiling in the YAR was grossly uncompetitive, ranging from 

10 percent to 15.5 percent during 1980. The Government's own need for 
funds during the year might be another reason for the decline. Never- 
theless, foreign exchange reserves remain substantial. 


Another continuing economic problem is the shortage of both skilled and 
unskilled labor in the YAR, due to emigration and the generally low skill 
levels which prevail. Foreign workers have moved in to fill the gaps 
created by the shortage of Yemeni workers. Approximately 5,000 Indians 
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and 3,000 Pakistanis are working in the YAR, in addition to large groups 
of Egyptians, Somalis, Koreans, Ethiopians, Chinese, and Westerners. 
These workers provide everything from manual labor to technical exper- 
tise. They increase the currency outflow by sending their earnings out 
of the country. Government officials are concerned about this and 

have restricted the availability of work permits in an effort to reduce 
the number of foreign workers in Yemen. 


In addition to these problems, the Government will continue to deal with 
the cash flow difficulties which have persisted for years. According to 
reports, the Government anticipates its 1981 expenditures to be about $1.4 
billion and its 1981 revenues about $967 million. The resulting 
deficit will be financed by borrowing from the Central Bank and with 
budget assistance from other countries. 


Work proceeds on the preparation of the second Five Year Plan, scheduled 
to go into effect on January 1, 1982. According to reports, the Plan 
will include those projects not completed under the first Plan and will 
focus on improving health care and education, road construction, and 
electrification. Agricultural and industrial development will also be 
emphasized, although the private sector will probably be responsible for 
most of the industrial sector's growth. 


Yemeni officials take a pragmatic view towards private enterprise and 
investment. Because YAR's own resources are limited, the Government en- 


courages private businessmen to act on their own initiative, providing 
they stay within the broad development guidelines set out in the Plan. 
Foreign firms are also encouraged to participate in the Yemeni economy 
because the technology, expertise, and management skills they provide 
cannot be found locally. 


ASPECTS OF THE YEMENI ECONOMY 


Agriculture 


Agriculture remains the largest sector of the economy, contributing 

about 60 percent of Yemen's gross domestic product. Ninety percent of Yemenis 
live in rural areas, and over 80 percent still describe themselves as 

farmers. In recent years, however, agricultural output has fallen. Sub- 
sistence faiming has shown no growth for the past 10 years. Both foreign 

and Yemeni efforts to boost agricultural production have made little 
progress, although these efforts continue. 


The character of Yemeni agriculture is changing. Farmers now must face 
the problems of labor shortages and high wages. At the same time, they 
face the opportunities presented by exposure to new markets, easy access 
to capital through the Agricultural Vevelopment Bank, and changing con- 
sumer tastes. Though most agriculture still depends on rainfall, a 

number of large irrigation projects are underway and farmers are invest- 
ing in wells and irrigation equipment. They now use better seeds, more 
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fertilizers, and more pesticides and are purchasing tractors and other 
farm equipment. Above all, Yemeni farmers are shifting to high value 
cash crops. 


Qat is a particular case in point. Qat is a swiftly growing tree re- 
quiring little care. If chewed while still fresh, qat leaves produce 
a mild narcotic effect. Chewing qat is a major Yemeni pastime; some 
experts claim that a Yemeni may spend more than 20 percent of his dis- 
posable annual income on qat. A $22 to $45 daily expenditure for qat 
is not uncommon, making it Yemen's most lucrative crop. But the en- 
suing profits have had an adverse effect on the ability of the country 
to feed itself, as qat has supplanted other crops with greater foreign 
trade value, such as coffee. 


Aside from qat, agricultural output consists mostly of grains: sorghum, 
millet, barley, corn and wheat. Wheat consumption has increased rapidly 
and over 300,000 tons are now imported annually, mostly from Australia. 
Coffee and cotton production, once important crops, have been decreasing. 
Vegetable production has increased as more Yemeni farmers are taking 
advantage of the Saudi and growing local markets for these products. 


Interest in poultry and dairy farming has grown in recent years. How- 
ever, the YAR imported 67 million chickens and 200 million eggs during 
1980; annual domestic production, although expanding, lagged at 7 
million chickens. The Government is encouraging joint ventures and 
other arrangements which will expand the Yemeni poultry industry with 
partial assistance from foreign firms. 


Yemen agriculture has good potential for further development, especially 
in the Tihama coastal plain. Traditionally Yemen has been a net exporter 
of agricultural products; some regions, particularly the Tihama, have 
fertile soil, good climate, and sufficient water. The use of irrigation 
has been on the rise, with more attention being paid to methods that 
reduce water consumption, such as drip irrigation. Money is increasingly 
available for agricultural investment. Yet few Yemenis have shown much 
interest in realizing this agricultural potential, preferring instead to 
set up businesses or to invest in improved housing. 


Industry and Commerce 


Ten years ago there were no real manufacturing or industrial enterprises 
in Yemen. The Government attempted to foster industrialization by form- 
ing public and semipublic companies to import commodities and produce 
such items as cigarettes, cement, cotton textiles, pharmaceuticals, and 
salt. The Yemen Oil and Mineral Corporation (YOMINCO) and the Yemen 
General Electricity Corporation have been the most successful of these 
companies. Some of them, such as YOMINCO and the cigarette company, 
have established joint ventures with foreign firms. The Russians built 
a small cement plant in Bajil some years ago and a second cement plant 
with a capacity of 50,000 metric tons/year is now being constructed in 
Amran, about 50 km north of Sanaa. 
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The private sector has now moved to the forefront of industrial develop- 
ment. Local firms have set up soft drink bottling plants and factories 
producing construction materials, plastic pipe, and certain food products. 
Work will begin during 1981 on a Yemeni-Danish joint venture for dry cell 
batteries, a Chinese-Yemeni furniture factory, and a plant for making 
underwear. In the final analysis, the industrial base remains small and 
is unable to satisfy local demand for even these products. 


The public sector continues to be active in industrialization. The first 
Five Year Plan emphasized the expansion of the industrial base and en- 
couraged import substitution. These will likely be two key parts of the 
second Plan, along with the growth of government-owned companies and the 
construction of a third cement plant. 


Industrial development is faced with a number of difficulties. Most pro- 
jects must deal with a lack of local raw materials, labor, and expertise. 
Factory management must face a shortage of personnel for equipment and 
facility maintenance. Most businessmen prefer to invest their money in 
trade and will only use borrowed money for industrial projects. Even then 
there is a strong preference for projects which will yield a quick return. 
Some industrial projects have lacked proper planning before execution, 

often resulting in plants operating far below capacity. In a few instances, 
technical and planning problems resulted in the construction of a plant 

that has never gone into production. Businessmen must also face the prob- 
lems involved in dealing with the Yemeni bureaucracy, especially ineffi- 
ciency, corruption, and complex and contradictory regulations and procedures. 
The Government is paying increased attention to these problems, some of 
which should ease as industries become more established. 


Petroleum and Minerals 


Most Yemenis believe that deposits of oil exist in the country, but no com- 
mercially exploitable deposits of oil or natural gas have yet been dis- 
covered, despite periodic exploration efforts. The YAR presently imports 
most of its refined petroleum products from Kuwait and butagas from Saudi 
Arabia. There have been talks with Libya and South Yemen about establish- 
ing alternative supply sources, but nothing has as yet been resolved. 


Salt and gypsum are the only minerals commercially exploited today in 
Yemen, although small-scale exploration for others continues. Salt pro- 
duction has expanded as worldwide demand has risen. In 1979, Yemen 
exported 62,000 metric tons; the figures for 1980 are expected to be 
higher. 


A number of projects are under discussion to improve petroleum products 
distribution and to better exploit Yemen's mineral resources. Petroleum 
and gasoline storage facilities, a butagas bottling factory, and a pipe- 
line connecting Sanaa to the coast are all under discussion. UNIDO is 
considering a project to develop a construction materials industry using 
local resources. Local businessmen are interested in a plant to produce 





table salt and in developing quarries and other stone working facilities. 
The government hopes to tender a third cement plant in 1981. 


Ports and Transportation 


Yemen's port and transportation facilities have improved in recent years 
and further port expansion and road construction continue. The waiting 
period for ships at Hodeidah, the main port, is normally only a few days. 
A new berth and other facilities are under construction, and there are 
plans for further development of the ports at Mocha and Salif. 


The number of new roads under construction or in the planning stage will 
greatly supplement and extend the existing road network. A new paved 
road between Marib and Sanaa is almost complete and construction advances 
on two paved roads that will link Yemen's road network to that of Saudi 
Arabia. The road between Mocha and Taiz, the country's most important 
commercial and industrial city, is now being paved and should result in 
increased commercial activity in both cities. A number of other roads, 
to be financed by foreign aid, are in the planning stage and will improve 
intercity transportation and relieve congestion on the existing main 
roads. 


Electrification 


Rural electrification efforts and the expansion of urban electrical systems 
are under way. Total material, construction, and equipment expenditures 
over the next 5 years may be as high as $500 million. This includes 

the construction of new power plants and power lines to create a national 
power grid as well as a number of smaller systems to supply electricity 

to rural villages. The USA and various donor countries are expected to 
supply the necessary funding. 


IMPLICATIONS FOR THE UNITED STATES - PROSPECTS FOR U.S. COMPANIES 


Export Opportunities 


In January, 1982, the YAR Government hopes to begin implementing its second Five 
Year Plan. This plan will call for the investment of several billion 
dollars over this period in a variety of infrastructure projects, such 
as electrification and road construction, as well as in health and educa- 
tion. The YARG is seeking financing for this ambitious plan from a wide 
variety of sources, including multilateral donor agencies, the various 
Arab and Islamic funds, and bilateral donors. The various projects in- 
volved will constitute important business opportunities for U.S. firms. 
Interested American firms should be aware that foreign consultants are 
already involved in many of these development projects and can exercise 

a considerable degree of influence over purchasing and contracting deci- 
sions. Tendering and bidding practices are also influenced by the parti- 
cular foreign donor country or international agency financing the project. 
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Over the past few years, U.S. companies have come to recognize opportunities 
for investment and trade in both the private and public sectors. Remit- 
tance income has given individuals considerable buying power. This money 

is often used to buy a house, or small business or taxi, or to improve 
family property. It is also used to purchase a wide variety of imported 
goods ranging from generators and stereo systems to clothing and jewelry. 


Private sector industrial activity also presents export opportunities. 
During 1981, construction may begin on plants to produce glass bottles, 
cans, and bathroom fixtures. Some older facilities, such as a paint 
factory, are being expanded. All of these projects need supplies, equip- 
ment, and technical assistance. 


Another important market is the large agricultural sector. Large-scale 
agricultural development projects, private corporations, and individual 
farmers are purchasing equipment to improve farms and increase yields. 
The remittance system and Agricultural Credit Bank provide capital to 
Yemeni farmers. 


Because the country's agricultural output is unable to meet its needs, 
the YAR imports large quantities of food and commodities. U.S. products 
are extremely competitive in some sectors of this market. Australia and 
New Zealand, however, are, respectively, the major suppliers of wheat 

and meat products. The Peoples Republic of China has become a major 
supplier of canned goods, possibly becoming Yemen's chief source of these 
products. 


U.S. companies face very stiff competition from European and Far Eastern 
firms in every sector. Yemeni businessmen often express a preference for 
American products but also believe that these imports are relatively more 
expensive. Yemenis are also concerned about shipping problems, fearing 


that the distances involved and the relative lack of direct shipping links 
between the United States and Yemen will mean delays and higher risks and costs. 


Investment Opportunities 


Yemenis are very interested in joint ventures with foreign companies. 
There is some foreign corporate involvement in almost all of Yemen's 
industrial facilities, including turnkey ~ projects, equity participation, 
various forms of maintenance and service contracts, and licensing agree- 
ments. 


The Yemeni Government actively encourages foreign investment. Under 

Law 18, the Investment Law, joint ventures may qualify for certain bene- 
fits, such as customs exemption and tax holidays. Application of Law 18 
became much more stringent in 1980 due to a number of abuses. The 
Exemptions Committee must now be firmly convinced of the economic benefits 
resulting from the project before it will authorize benefits under Law 18. 
Nevertheless, a number of U.S. companies were still able to obtain these 
concessions. 
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U.s. Government programs are available to assist U.S. firms investing 

in Yemen. An investment guarantee agreement was signed in 1972, enabling 
the Overseas Private Investment Corporation (OPIC) to offer insurance, 
finance, and investment guarantee programs to U.S. companies. During 

the past 2 years, OPIC has been actively involved in Yemen. The 
Export-Import Bank of the United States instituted a U.S. contractor 
guarantee program in 1978. 


Special Conditions 


U.S. firms doing business in Yemen must develop a strong working know- 
ledge of the country, its local conditions, and business customs. Short, 
quick trips by company representatives do not suffice and are openly 
criticized by some Yemenis. Having someone with sufficient authority 
spend considerable time in Yemen greatly helps to develop the necessary 
business relationships. Many companies have agents and find them useful 
in keeping the company abreast of opportunities and in providing contacts. 
Some Yemenis are reluctant to discuss contracts and large sales with an 
agent, however, preferring to deal directly with the foreign company. 


As the Prime Minister recently pointed out, the Yemen did not enter the 
20th century until 1962. The country has made enormous progress in the 
last 10 years, but many Yemenis are unfamiliar with modern business 
customs. This has led to a number of commercial disputes between Yemeni 
and Western businesspeople. The YAR has published a new commercial code 


which attempts to reconcile modern business practice with traditional 
Islamic law, but it is still untested and tends to be arbitrarily enforced. 
Private investors, even those with experience elsewhere in the Middle East, 
should study the Yemen situation carefully and be fully aware of what they 
are getting involved with before making any commitments. 


To sum up, the tremendous rate of expansion of the Yemen economy that 
took place in the late 1970's has slowed, but given continued foreign aid 
and no precipitous drop in workers' remittances, growth will continue. 
This growth offers some significant investment and sales opportunities 
to American companies that are willing to take the time and trouble to 
learn how to operate effectively in this market. 
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